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;rv'\w-r> liiis curtmlmfnt was due exclusivelv t 
pnru and bank lending rales exceeding the Icoai 
the eompany could charge its customers * 
uhieh are circumstances beyond the Compan'vs 

conJivl ' 


At December 31. 1981. the subsidiary's 
oulslanding finance portfolio was $1.5 million 

■nie outlook in 1982 for consumer aircraft loanc 
is still clouded due to the various state statutorv 
interx'st rate limits. Unless interest rates decline*^ 
dramatically during the balance of 1982 we do n 
plan a meaningful resumption of direct consumer 

lOvHlS ^ 


Prospects are somewhat brighter for qualified 
business or corporate aircraft loan applicants 
where state interest limits are at a higher level 

AVEMCO INSURANCE BROKERAGE, INC. 

The purpose of this subsidiary is to serve the 
needs of clients, both within and outside of the 
avnation community, with insurance products not 
generally undenvritten by the Company's 
pnniaiy' subsidiary. AVEMCO Insurance Company 
Tlic brokerage dhfision is a licensed property and 
casual^' insurance brokerage firm olfering all forms 
ol insurance and surety such as. but not limited to, 
coverages on airline aircraft, helicopters, 
agncultural aircraft, corporate aircraft, and aircraft 
used for missionary work in foreign countries. In 
addition to aircraft insurance it does a substantial 
volume of business in automobile insurance, 
homt owners insurance, general liability coverages 
package policies on large office buildings and 
surety, lliesc risks are placed with various insurers, 
both domestic and foreign, according to the class 
of business involved and the capabilities of the 
insurer employed. In this way the subsidiary 
matches the client with the best underwriter for the 
specific exposures to be accommodated. 

AVEMCO SALES CORPORATION 

Organized in 1977, AVEMCO Sales Corporation 
(ASC) IS the product marketing subsidiary of the 
parent corporation TTie primary goal of ASC is to 
make available to a broad spectrum of the aviation 
market, products which would economically 
improve pilot skills, reduce use of expensive fuel 
and effectively enhance flight safety. These 
worthwhile goals are being implemented through 
the sale and rental of a variety of instrument flight 
procedures and cockpit procedures training devices 
(simulators) The subsidiary has a formalized 
agreement to act as a national distributor for the 


manufacturer. ATC™ a ^ 

Associates, 


• 1**^ / Am" 




insurance"dlSm",t 

and aircraft owners and^^f^ 
taquiries are invited to afi ofSc?" 

regional offices anr( c=.i ‘ s eigni 

consummated bv telSr '"'’If'" 

product demonsLtion -r.ecy' 
underwriters "" 

sdd owr 600 of the 
telfwp*" ^ ATC 710 -«fh 

part of theinL?n^enu^°°-* 
approval TheSra'^Ti^^ 

procedures trainer 

Son? from fligl- 

schools, colleges, corporate flight denarfme- - 

Ss .ASC has sold a number ‘of toe^ 

?? ^ markets The commuter 

airlines , due to expected FAA training 

requirements, are now purchasing this unit for 
instrument currency and proficiency training, 

ASC generated $822,000 in sales of these 
various units in 1981 and anticipates increased 
sales in 1982 due to FAA’s increased emphasis o 
improved pilot proficiency and increased operatin 
costs of aircraft for training purposes 

UNDEN CORPORATION 

The limited real estate activities in w^ich the 

AVEMCO Group is engaged are carried out by 
Linden Corporation 

This subsidiary owns commercial and resident!, 
properties in Bnstol, Virginia . The carrying ^-^iue o 
these properties is approximately $576,000 

A second trust real estate mortgage loan is held 
on the Linden Hill HotelJn Bethesda . 

This note matures on September 16. 1982 in the 
amount of $1,744,000 

Unden is operated as part of AVEMCO 's overall 
investment program and as such has no 
employees fufly dedicated to its operation 
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VK.Vf^X) iKHiir'i 
ni\( \ is 

..ihsidiarH^s and s^^rves 
,VKM(X;^iroup ^^ 

“ Ix-U- » '* ;l, a rciasNmr of 

TtiarinP 

much of tXio insurance hu.sirics.s 
AVEMH) firo'iP. j 

Over the pa-st 2a years, m ^ ^ 

conunitted fo rnaintaininj} undrfrwnUn^ 

profitability, while prfvidjng its 

' ..MU .Miallfv irmijranCf? 




products and exf^Hent cust/uner service. 
While this business philos^Jpl^ has 
served the company well, if alsr> means 
that AfC must, when the market 


dictates, be willin;' f/> foregfj prfirnium 
growth in f>rder U> maintain 
underwriting profitability. 

Since early 1 987, the aviation 
insurance marketplace, which i.s AfC .s 
principal s^)uroe of business, has 
experienced a downturn and severe price 
competition. Such downturn.s in the past 
have be(;n cyclical. 

AIC’s continued adtien-nce l/> its 
underwriting philosophy resulted in a 



in gross premiums wriUeri in 
1.989 to .$fi8,lSfi,000 versus $92,8.o4, 
in 1988. As was the case last year, 
much of the decline in hu.sine.s.s 



continues to be related to a 
assumed aviation reinsuranop k >n 
from an affiliate, Eastern Avi 
Marine Underwriters, Inc ^ 
Eastern’s business is producen^”*^’ 
independent agents and tends to k 
more sensitive to competition in m 
marketplace. AIC’s direct new h 
production was also impacted 
1989, although the company’s mi 
business performed close to its histoi 
norms m spite of competitive pre«. " 

AIC’s Canadian aviation instance 
business production for 1989 increaspu 
20% to S897,000 versus ^745,000 in 
1988, in spite of similar price 
competition in the Canadian 
marketplace. This was the company's 
second full year of operations in 
Canada. 

AIC’s pleasure marine insurance 
business also showed growth. Pleasure 
marine gross written premiums for 1989 
were 81,883,000, a 61% increase from 
the prior year’s premiums of 
81,168,000. The company began 
marketing marine insurance to 
watercraft owners in 1987 on a regional 
basis and by the end of 1989 was 
writing business in the 48 contiguous 
states. With that expansion of marine 
business nationwide, AIC purchased 
reinsurance to limit its exposure to 
catastrophic as well as certain other 
risks. The use of this reinsurance will 
reflect a lower level of net premium 
written as a percentage of gross 
premium written for 1990. 




The company’s underwriting ratio is 
expected to exceed the results ol‘ the 

stry hy a 

fairly wide margin. AIC’s underwriting 
loss and loss adjustment expense ratio in 
1989 was 60.6% versus 1988’s unusually 
low ratio of 47.8%. AIC’s I9t 





are very close to its historical loss and 
loss adjustment expense ratio, which has 

.5% over the preceding ten 
years. Incurred losses were about levtM 
with 1988’s, even though the volume of 
newly established claims was down. An 
increase in 




Hugo, and the strengthening of reserves 
on a few large claims were the principal 
factors behind 1989’s increase versus the 
previous year. The company’s combined 
ratio, which includes losses, loss 
adjustment expenses and underwriting 
expenses, was 90.6% compared to 
78.1% for 1988. This marks the 
fifteenth consecutive year AIC has 
achieved an underwriting ratio under 
100%. A ten-year summary of AIC’s 
statutory results is detailed on pages 12 
and 13. 


On November 8, 1988, California 
voters passed an initiative known as 
Propos ition 103 , which was subsequently 
upheld in large part by the California 
Supreme Court in a decision filed on 
May 4, 1989. The Proposition provides, 
among other things, that rates for most 
insurance policies issued or 

after November 8, 1988, 
to the levels of November 8, 198 <, and 

then reduced an additional 20 /> . 



Ih'licf fi'iiin the lollltHrK nm he 
ebtniited i'ntin llu' CemmisHtoner it hIk' 
finds the rollhnek Is eonfisentoi'y (i c, 
does not nllow n fiilr luid r«'ii,snmd)le 
ivturn), Tht' Coinpany iipplicil tor such 
ivlu'f prior to the .liitie :i, 1981), 
demiline to do ho, The Conipiiny’s 
recpiest tor lo.Horunce rh'isirtnunit 
appnivid has Ihmmi (hdttved atid a 
‘'coiupao\ s|»ecitic ' hearing (involving 
tlu' (’(>mpaii\ H individual rales) set tor 
.sonu' iudt'tinile dale ,\l lids |)t)inl, I lie 
Company is imuUed in a “g<'iieric 
hearing (nivol\nig all Caliloiaiia msmers 
writing business eouaed ity tlie 
I’l’oposil ion) .Old cannot predict when 
(lie nninemiis nncerlaiiilies cri'aled iiy 
Pniposition 109 will lie resolved 


,’\s a n'snll, m'l eainings prepared in 
accordance witll generally accepted 
accounting primipics (ti \\l’) tor the 
year cndi'd Ih'ccmiM'i’ 91, 19S9, have 
l>ocn O'diiccd hv $f>ll,00U, or $,0i |>cr 
slian', O'l’h'cting tlic (‘stnnaU'd |»otcntial 
imptict on net carning,s winch might 
ix’sult from I’ropoMlioii 109 lollliacks, 
should llu' Company's filings not be 
cipprovtai. In addition, ollu'r liabilities at 
December 91, D»S!I, haw l»ccn increased 
by $709,000 to rcl'lci'l llic rcdnclion in 
net unearned pri*iniums lor t alilornia 
premium potentially snliji'ct to rollbtiek 

{( '{iutniiti'd (>tf /'fD/i i'f} 
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but not yet earned as of December 31, 
1989. The Company plans to continue’ 
reflecting the estimated potential impact 
against its GAAP net earnings which 
might result from Proposition 103 until 
developments warrant otherwise. 

For Statutory Accounting purposes, the 
California Insurance Department 
indicated that if an insurer has filed for 
an exemption from the rate rollback 
appropriate disclosure is to be made ’in 
the form of a note to the statutory 
mancial statements, since the ultimate 
outcome of the request for exemption 
cannot be presently determined. 
Accordingly, the Company has made the 
appropriate footnote disclosure in its 
statutory filings with state insurance 
departmente, and has not ac^usted its 
statutory financial statements. 

In response to ongoing market 
conditions, the company has continued 
to focus on expense reductions. Dui 
1989, AIC i mplemented a computer 
based quotatio_n_.and pro specting sy stem 
in all ten of jts_sales 

United Sta tes and Canada . In 
to automating certain " 









hopes to reduce its long term 

bv i 




cost of 









solicitation. Through increased 
automation, .\IC should be able to 
operate more efficiently and with fewer 
employees than in the past. At the end 
0 1989. AIC employed 124 people, 
compared with 166 at the end of 1988. 
For 1990 the company plans to keep a 
higher net retention of its aviation 
business and cede less to its reinsurers. 

The two wholly owned capital stock 
insurance subsidiaries of AIC, Eastern 
Aviation & Marine Insurance Company 
(EAMIC) and National Assurance 
Underwriters, Inc. (NAUI), increased 
their number of state insurance licenses 
in 1989 (EAMIC to 44 and NAUI to 37) 
and are now operational in a majority 
of states in which they are licensed. In 
addition to the aviation and marine 
lines, ElAMIC is also being licensed so 
that it will have the capability to write 
the vendor’s single interest business 





Programs, Inc. 

AIC’s commitment 




remains 

to support the activities of, among 
otheis, the ” 

I 





Foundation and the National Aeronautic 

L * m, 



In spite of a difficult marketplace in 
1989, AIC enjoyed the third most 
profitable year in its company histoiy. 



ational Aviation Underwritei's, 

T 

Inc. (National) is the managing 
general agent for National Assn ranee 
Underwriters, Inc. (NAUI), a capital 
stock insurance company which is a 
member of the AVEMCO Group. National 




Ronald H. Wilson 

President 


also acts as the attorney-in-fact for 
National Insurance Underwriters (NIU), 
a reciprocal insurance exchange which 
was organized in 1945. Natioiral, a 
member of the AVEMCO Group since 
1985, markets aviation and pleasure 
marine insurance through a network 
of exclusive agents strategically located 
throughout the United States. 

National experienced a decline in 


overall premium volume in 1989, 
although pleasure marine premiums 
increased over those produced in 1988. 
Ongoing price competition in the 
aviation insurance business continued to 


impact premium production. The 
company’s commitment throughout the 
year to underwriting profitability 
remained intact and National delivered 


to the Group’s insurers an undeiwriting 

profit for 1989 

i 




a 



assisted quotation and prrtspefti.ng 
.system Th ^veral of its regional sale-, 
offices in I9MrTh~e‘(wnpa{^' plan' ?o 

have systems installed in all ten of it- 

\ 

yales offices bv the end of the first 

L 

quarter of 1990. These systems will 
automate man\ underwriting and 
administrative functions and should 
reduce certain expenses over the long 

term . 

Expense control was paramount in 
1989 and further savings are targeted 
for 1990. 





■ ^WastCTn Aviation & Marine 
P Underwriters, Inc. (Eastern) is a 

ma nagi ng general agency which markets 


and underwrites a\iation and marine 
insurance through independent agents in 
ail contiguous states. Its activities 
coinplement the activities of AVEMCO 
Insurance Company, which writes the 
same lin« of business on a direct basis. 


Eastern's primary objective is to achieve 
an underwriting profit for the AVEMCO 
Group on the business it produces. 
Eastern is currently managing the 
insurance operations of Eastern Aviation 


& Marine Insurance Company (EAMIC), 
2 wh. iLH owned subsidiaiy’ of the 
A' cSlO.i Insurance Company. Eastern 
i-Si, continues to represent several non- 
afBliated insurance companies as a 

managing general agency for aviation 

btismess. 


Over the past fi\e yeare, the 
compam' had written marine insurance 
as a retail agent for non-affiliated 
insurers and had gained firet-hand 
experience in this line of business 


III i| 


In April of 1.9S.<), Ei,.sU>rn , 
this book of reuiil murine 

affiliate, Brooks-Shettlc ( V.,,, , 

commenced writing murm,. 

through EAMIC, utilizing it„. ' " 

independent agency system nt ih.. 
manner it currently coi„ln,.t,s it ' av?r ' 
business. While Eastern prmjneiMl nni ' 
$127,000 in marine n,,.,!,,,, ,1,™, 
independent agents (hiring i.u.sp , 
the business wa.s written in i)u. iat|,., 
part of the year, and the pros|»,.els an. 
encouraging. The compunv luis h,,,„ 
successful in recruiting a numher new 
agents to write marine busiiies,s, and u 

anticipates growth in this line dunne 
1990. ^ 

The ongciing price comjietition in 

the aviation insurance marketplace 

continued to impact Eastern’s aviation 

business during 1989. Rate levels 

remained depressed, and Eastern saw 

its premium writings decrease. Tin* 

company nevertheless continued to 

produce an underwriting profit for the 
Group. 

In spite of the downturn in aviation 
premium production. Eastern leiiiains 
optimistic for the futiiie. During the 
coming year, Eastern plans to stick witli 
its basic business strategies. The 
company plans to write business with 
the intent of producing an undeiwriting 
profit and will maintain Its commitiiieiit 
of excellent service and value to the 
independent agent. 
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Imnng Hn^ fir at half of 1990, 
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polu y ha ; been deHigned h) cover 
fvpecial lending exfamires of the marine 
linaiHf indu try It is similar to 
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nnnm-; l.MS luiidlni ntoiv 


i'i<mpinn('?> 







\\uiW ( Innus ; 

A\‘KMt'0 tinMip polu’\ holdt'iN witli 
(munpl, n'spimsi\t' i 


Iniiu 



M'r\ i(’V whilt' |Mx>\ idin^ a stablt^ and (’ost 
iWUw loss myiistiiuMi! o\|HMKSo lor (he 
(Tn)ii|»‘s insmeei LMS also n'etneivd 
^ik’jnrM'iuil auaMiiUs t(s 

subrognlion and sahagt' tdldrls Ibr 
A\ KM(‘0 {\iou\) roni[)auietS during tlie 
\oar, using ils own detiieahMl legal 
resourres and rotn|)n(tM't/,iMl salvage 
; programs, 

l\\o i’atasirophu ut‘a(lu‘r ivdatt'd 
oss(^ diiniig l!»SP donionsiraled (lie 
('apahilil los oi 1,MS fn pitwidt' it'Sponsive 
poli(‘\ lioldn I laim \ aav 

! In Nevada, a largt' lluindtaxa'll 
leK niiieli ot (ho Mi( airan ln((‘rnational 

noarhv SK\ llaiiior Airpoii 

iu|)h 




iani|> aieas in 




wind giisis damaM<ai more ihan 100 




in obtaining priority service on 
necessaiy repairs. 

In addition to the seivices provided 
to AVEMCO Group companies, IMS also 






services 




arrangement called for LMS to provide 
risk analysis service^to a major mining 
exproratTon comping 





sources other 
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rookvS'Shettle Company is a 
nuilti-Iino insurance agency 
w hirh sc'lls pei’sonal and commercial 
iusnraiur ctwerages, including marine 
insuninco, in the Mid-Atlantic region. 

Tlu' (’oiupuny also provides insurance 
and risk management services for the 
A\MM(X) Group. 

In addition to these activities, Brooks- 
Slu'tlle acts tus the managing general 
ageni for a travel insurance product it 
dexeloped called TravMe<F. A typical 
'IVavM('d® policy co mbines major medica l 
insurance coverage with medical 
('\’acnaliou and 24-hour multi-li ngual 
enun'gency assistance services for U.S. 
citizens when t raveling abroad . The 
inc'dical insurance component of the 
product is underwritten by a U.S. life 
and health insurance company and is 
reinsured by AVEMCO Insurance 
(\)inpai\v. Another AVEMCO Group 
{•oinpany, MEDEX Assistance 
t'orporation, provides the evacuation and 
multi-lingual emergency assistance 
servu^es for the TravMed® program. 

During the second quarter of 1989, 
Brooks-Shettle introduced a TVavMed® 
product designed to meet the needs of 
li.S. students while studying abroad. 

This product is currently being marketed 
tlm)ugh American colleges and 
univei’sities which sponsor student 
abroad programs. Initial response to this 
product has been encouraging. Although 
the overall TravMed® program is still 
modest in size, premiums increased in 
1989 over the prior year and the 


business continues to ropivsent a growth 
opportunity for Brooks-Shettle. 

In April of 1989, Brooks-Shettle 
assumed the retail marine agency 
operations of Eastern Aviation Marine 
Underwriters, Inc. (Eastern), as had 
been previously planned. In early 
January 1990, Brooks-Shettle acquired 
the business of Brouwer Marine 
Insurance Consultatits. Inc,, a marine 
insurance agency located in 'fonts River, 
New Jersey. The iissuimption of Eastern s 
retail marine agency business and the 
acquisition of the Brouwer agency s 
business is intended to combine the 
AVEMCO Group’s retail agency 
operations within the Brooks-Shc'ttle 
organization and also to establish 

:Ie as a signific'ant 




competitor for marine business itt the 
Mid-Atlantic Coiust ivgion. The combined 
book of retail agency marine business 
now exceeds two million dollars. 

During 1990, Brooks-Shettle plaits to 
continue to focus its etlorts on building 
both its tetail marine and travel-rolated 
insurance businesses. 




I'MI'IX AsmsIjiiu’O Corporation 

"Olid wido muUi- 
tinsn.'d t'mi'i)j('n<;\ a.ssiNlanoo sorvicos on 
a I horn l>asis Idr individuals who 
laH Kint' ■'irk or lujiirod wliilo trawling 
otilsidi' (lion lioiiio oonniry. Enrergetuy 
assisiam o , son icon inoindo locating the 
noao'st modioai oaro lai’ililj for the sick 
or n\inivd lu'ison and then contacting 
and inainiaiinng ooiKact with that 
pt'iMm's lainih, personal pli,\sician and 
I'tiipkaor Ml’ini'lX also verifies the 
oMsit'iu’o (>l iiiMiraiu’e co^erage, can 
arrange tor ('luergt'iicx c\acnation and 
ran assisi in du' (nnisfer of funds for 
payinoni ol requiix'd medical services, 
Mt'.lM'.X niaini.'iiiis assistance centers in 


Lutherville, Maryland , and i n Bri 
England . Each ^sistance center i 

staffed by multi-lingual assistance^ 

coordinators, who are trained tn n. 

to emei^ency medical assisC 
anywhere in the world. 

MEDEX’s clients include major 
health insurers and businesses in Xorth 
America and abroad, as well as health 
maintenance organizations and credit 
card issuers in the United States. These 
organizations recognize the benefit of 
MEDEX as a tool to enhance the 
retention of their own business. 
Organizations in the health insurance or 
health maintenance business also 

appreciate MEDEX ’s ability to control 
costs and help guard against 
unreasonable claims. 

During the second quarter of 1989 , 
MEDEX announced its decision to 
undertake international health claims 
adjudication business as an additional 
service for its clients. This decision 
allows MEDEX to address more of the 
needs of its existing clients and enables 
the company to more fully utilize the 
specialized skills of its staff. 

An ever increasing number of people 
are becoming aware of the value and 
availability of the kind of assistance 
services that MEDEX provides. The 
company believes its prospects for 
continued growth are most encouraging- 





the WHEATLEY GROUP, LTD. 




Daniel J. Dolcetti 

President 


he Wheatley Group, Ltd. 

_ (Wheatley) develops, markets 
and sells computer software systems for 
the property and casualty insurance 
industry. Wheatley’s primary software 
product is an integrated processing 
system called WINS®. Applications 
include the various policy 
administration, claims management, and 
Iin ^ial and statistical reporting 
fund;ion s necessary for insurance 
rnm panv ope rations. WINS® is 
cpppifirall y written for usem JBMlg-. 

and the rec ently introdMed 

AS/400 nud- range comp utem^ 
'Wheatley’s basic business objective is 
to develop and provide standardized 
software products which can be 
implemented rapidly and cost effectively. 

Currently in its fourth generation, 
WINS® has evolved into a modular 
design which can normally be installed 
with a minimum need for system 
customization. A Wheatley client can 
select from a combination of standard 
products which correspond to the 
insurance lines it writes. Later, other 
software modules can be added to the 
system as the client’s business expands 

or changes. . 

Wheatley’s research, development and 




t)0, 

introduce its WINS^' RH rein u 
administration sysUmu Wheall<*y also 
intends U) i)oLsUn’ its sales staff in nnler 
to incrt^ase new business sales. 
Wheatk^y’s relationship as an IBM 
‘‘Business Partner” alon^ with a j 
advi^rtisinK cumpiiiMn are also expeeU^ 

to fienenile a number of new sales k'ruls 
for the compatiy 
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Edward H. rtle\ 



Daniel J. Dolcetti 


jppiTjoSATN^ OF INTEKKST 




dard and Manage/n€nt 



Edw:ard H. Utley w'as elected to the 
.WEMCO Board of Directors in 1989 for 
a three-year term. Mr. Utl^ is presentlj 
President of GEICO Corporation and 
GEICO Indemnity Company. He joined 
GEICO in 1973 as an assistant vice 
piesident for data processing. Prior to 
that he sened for 20 years in the 
United States Marine Corps as a data 
processing officer. 

Early in 1990 the board of directors of 
The Wheatley Group, Ltd, elected Daniel 
J. Dolcetti as president of t.haf 

Dolcetti joined Wheatley 
in Januarj^ 1988 as senior vice president 
and chief operating officer. 

Loss Management Services, Inc. 
promoted two of its employees to the 
office of t ice president in April 
1989-Riciiard Boeschen and Duane R. 
Dyckman, both of whom have been 
invohed in claims activities for many 



Richard Boesohen 
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During I98!i AVEMCO cmni 

contiiiU(-(l I heir coinmitment^to^^^^ 

‘ " 



I'-'- "My coram„r 

o.»u„/al,.,i,.s the „„Z , 

htol 1.1 S(l() hours or volunteer wih' * 

w“ '>)' who p ' 

an, I so, ved u„.,ds Ut soup |<iu.he; 
issislod 111 luiid laisliiii efforts for 
llospioo 1111, 1 iithor iirnanizations, visited 

'"irmss, and paitieipated in 

AVEMI 0 IS «rau,fui to its employees f„, 

«ivm« Ihoir time, talents and devotion 
to thos(‘ in need. 




ion m 

Awareness and Safety 
^ AVEMCO received an AOPA Air Safety 
Eoundation Presidential Citation in 
rocognition ol its dedication and support 
ut generai aviation safety. Specifically, 
AVEMCO Insurame Company (AlC) 
spori.sored twenty aviation safety 
seminal's throughout the nation in 1989 
arid made graiils to the Air Safety 
I'oundatioM to produce safety films on 

air Collision Avoidance" and 
Aircraft Icing.' ’ 

AVIjMCO Insurance Company again 
was proud to be the primary sponsor in 
1989 ol the EAA Aviation Foundation’s 
Air Academy, an intense aviation 
learning experience for youth 15-17 
years old, AH’ also provided some 
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Onane fi. Oyckm 



an 
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youngstem who might not otherwise 
hav(' had the funds to attend. 
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1 f V 1 Till* 

rompMny\s Consoli- 

if th'tf i\ th'illi M(h of ( ilS 

li IHovvh on page S7 

Hit \u 1 i pm 

vidinl and used by 

DJiiu' llhi HlhOllf i 

find finajieing ac- 

U\ 1 1 'I .h ilou liolo 

o|)eialiiig fU'tivities 

!iAH‘ ti»’t lOird (llir ( 11 ^ fll 

r last lliree yeaiis 

iHHOlrA- Ilf (hr colifUlilod IVlIlK'lJon ifl 

iMV’MIiHm phuliii ( liui < I'hi 

wi pri'niimns writ- 

lOh iui^ V- \ li t IllH't 1 IjUlll 

01 1,11)1,000 in 




MC, (o Mi'i,) i(i,(K)i) t.)i DWJ), jmnfipaJly 
il(H' hi (li»i 1 iiiiiiiiiitMl rapi outline in 
ilu' (hiiiituii tii'iiiiHiini iiidiisliy. Tho Com- 

ji’im I? tiii .ii |iiiilijsii|i)i\ i,s Pi (■•)iaj'f'6 a 

( I'Hiiiicii.smani Willi (lie Hsk in- 

aiH'd iihl '.iitiii ictii III i^ciKirati* an iinder- 
hiMiiu' |.i,i|(( y, ..II, .j| ((„, Coinpjjjiy has 
t‘>'i h iiiih iiiihi; (i, IV! 11(1 liii.siiinss at what it 


consider inadequate rates Th* 

approach to underwriting'h.! 

Company to genemte a profit in 

competitive environmenr ' 

In addition to the cash flow from 

tions jn l989, $16,415,000 in 

provided from investment act Lm 
eluding $2,825,000 from the .sal T' 
craft, a real estate holding and oth 

equipment. Sale of those assets 

tions and liquidity. n,„d., 
other investment activities were pZl™" 

antly used to repay bank debt as mote fnii, 
discussed below. 

The Company follows investmpm 
guidelines which, in addition to providins 
for an acceptable after-tax return on itf 
investments, are structured to preserve 

2!f ’• to nieet 

capitol and suiplus to assure unimpaired 
bility to write insurance, Due to the Com- 
pany’s current tax position, the largest 
single portion of ito portfolio is inrestedTn 
tax-advantaged securities. The Company has 
not been impacted by the alternative 
minimum tax provision included in the Ihx 
e 01 m Act of 1986, but may become so in 
le utuie. In that event, the Company wdll 
consider shifting its investment poitfolio mix 
to meet its after-tax return objectives. 

The Company does not, as a matter of 
po icy, invest in what are commonly refer- 
led to as junk bonds. Nor does it have any 
diiect investments in real estate mortgages, 

I' 111 ther, the Company limits its investment 
111 defined common stocks to 36 percent 


'v r 


■ «r. 








of lln' ph^Moiis qnaiU'r s 

worl.li. Not imroali/.oil .ippivoialion on 
o(|iiit,v socurilios, ;ill(>r ilolom'd tnxos, w;i.s 

oomparod lo .S:{,:>()8,(>0{) in 
IPSS. .M Itio <'iid ol iho niarkot valuo 
of fixod matnrit,\ imostinonts was 
$10(1, -MS. (100 vvliioli wa.s ,K!, 870, 000 uliove 
llioir finani'ial sta1<Mnon( oaiTyinu valuo. At 
lloooiut'or 'll, 1080, (iu' t’oiuiiany luui 
,$11,7(17,000 in oasli and short (orni iio 
vo.stuu'nts. Adddionally, approxiniatoly 
,$M,M;10.000 of i(s fixod inooino portfolio will 
inaiiiro in 1000, f.Vldilional information 
with rospool to (ho roinpany’s invostmont 
[KirUdlio is di'iailod on i>a}<o 21 of this an- 
nual ivport.) An addilional .souroo of short- 
(orni liiiuidity imiudi's a otvdil facility with 
a hank. .$0,(108,000 romains unused under 
lids ooinmitmoul and would ho available to 
addiv.ss .short (('nn cash needs. The Com- 
pany do«'s not anticipate cash flow from 
oiH'i-ations to impmvo until its premium pn)- 
diiolion increases, Short-tenn Ikpiidity is 
considered ad(H|uate. 

( AlMTAl. lll'ISOllRtiKS— The Company 
has repurchased its common sluu'es through 
open markt't aiui private traiusactions dur- 
ing the last tiiree years. The Company ac- 
t)uir<'(i (i0ii,800 shan's in the 1987 fourth 
(piarter for ,$ 10.(l!ir),()00; (1:1,400 shares in 
loss for $1,520,000; and 925,107 shares 
in 1989 for S22,15;),000, including 427,807 
lai't's purchased from (iEICO Coiporation, 
i significant sharcliolder, in a, single trans- 
tion for .$tl,9!)9,989. At December 31, 
19S9, lot), 1 9:1 shares remained iiuthorized 
■ r(‘purchas(‘ out ol lh(“ ( wo million shares 
iuiiiioriz(‘d for n‘|iurcli:ise by the Board of 
Directors. 

The Coiu|)ii,ny luirrowed .$:14,3()8, 



So?'/"'! "'"It >^P''«^hase its 

mZr ®20.312,000 of those Dor- 

y ® debt were provided by the (Com- 
pany s principal subsidiary, AVEMCO In- 
smance Company, through dividends, 
egu atory restrictions on dividends are 
detailed in Note 11 to the Consolidated 
manc-ial Statements, The repurchasi' |)io- 
grain reflects continued efforts to elTectively 
manage capital and enhance stoekhotdm 
value and will not inhibit growth since the 
Company is adequately capitalized to sup- 
poll planned future activities. 


Results of Operations 
1989 Compared to 1988 

Severe competitive rate pressures, 
greater than normal weather-related losses, 
and the developing uncertainties of Cali tor- 
nia Proposition 103 regarding insurance 
regulatory changes all came to bear on 1981) 
results of opemtions. 

Competitive rate pressures continued in 
the aviation insurance industry during 1989, 
and were reflected in pi’emium pn)duction. 
As a result, gross premiumvS written of 
$68,136,000 declined by 27% from 1988’s 
$92,854,000. Net premiums written, amoie 
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potential /tifure rpVf'fMif?s, (JecTeased nnlv 
5% from ^^98,247,000 m lUHi\ to 
S9-j^277,000 in J087. The rfvjnOf'rvvrhin^f 

of 
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The B-2 Bomber has bemn a neu. _ 
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— ui me last 30 years. 




''-acclaimed T-38 anrl R ■; • . 

•H>w drawing to a close with the deUvery of the 3 8o/rR Production of which is only 

military electronics business, which wa<!f ’ the company’s $1 billion 

in the mid-1950s. Northrop has 000313100217 <=^nter 

™d inv«. in high-lev., age ^chnologfe .hTwirirAT T'“ 
itary capability; design from the beginninj ' broadest possible effect on mil- 

simply apparent, military value; and thenl 



eginnmg for reliability and supportability-and thus real, not 


nvest 


ind equipment needed to clevelni^ 

system and deliver It affordably 


it in the research facilities and production plant 
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weapon system ever conceived. 



1 he B-2 strategic bomber, which will lpn,I A 

latest and certainly the most 1 ^ “"power into the 21st century. Is the 

concepts at work. ' ' ‘-"innstration of those long-standing Northrop 

The B-2 is the most sophis 
The Air Force recently described it simply: 

^ combines all the best attributes of a penetrating bomber- 

all altitude penetration capability, accurate delivery 

and reliability and maintainability. Added to all that is the greatly enhanced effectiveness and 
versatility provided by its stealth characteristics. 

The manufacturing technologies pioneered by the Northrop team will revolu 
tionize America’s aerospace industries and significantly enhance our industrial base.” 

The B 2 program s technological advancements on the ground revolutionized 
the way risk can be reduced in aircraft development programs, even a program as far-reaching 

as the B-2. Computerized research, development, testing, and simulation facilities that did not 
exist for any previous generation of aircraft were brought together for the first time in the B-2 
program. These facilities made it possible to conduct the most comprehensive test and evalua- 
tion program on the aircraft and its systems even before first 



By March 1989, the B-2 had accumulated more than 20,000 hours in wind 
tunnel tests, and well in excess of 44,000 hours of test and evaluation of the avionics system, 
6,000 hours for the flight control systems, and 16,000 hours of engineering development testing 
of human factors, cockpit avionics, and flight controls. Strategic Air Command (SAC) pilots 
have flown the B-2 for thousands of hours in aircraft mission simulation facilities unsurpassed 
in the aerospace industry. 

SAC crew chiefs and maintenance technicians worked side by side with the 
Northrop design team from early on in the program. Their “hands-on” experience and advice, 
together with other reliability and maintainability considerations including combat readiness 
and life-cycle costs, were integrated into the design at every stage and into production of the 
first airplane. 




if'c* I* '■ n'"'’! M>|>liisticated aircraft in the world, its c, 


ockjH, 


(ed^n and «oi k .fdnoinjt .x^mpiemoni ol a>m|Miicrs enable it to carry out its missions srnlj 

.k-s^nanu J ,U„, „r.. . 


,wo-man cmw -- hal t . Ik- c.x-vv sire nM be M l M bomber and one-third that of the B-52 
Bv rexiueiiw cmtv mMunemen.s for .be enmv M J fleet, the Air Force wiU save hundmds 
millions of dollars- in [x'rMMUiel and reialed cost s over the long operational life of th 
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It is but onc'CXiinipIt' ol I bo o[>ctanon!if tn oni>mics avuilabic through the advanced technoh 


ogies in tiic B-2. 




The bottom ime h that the h not fmt a (echmail ihlvcuice it h a revolution in 
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I It will he to conventioml u w'pUinc^ what jet en^me^ wetv to propellers!* 


CommandetHthCbiti , $tmte\nc An ComnuinJ, Decemher 1988 


The iirst Iv2 a pixxluction aircraft. Tliere are none of the prototypes that 
have been required in pivvious generations of aircraf t. The methodicaJ, ten-year de\^el 


nent 


program was organized iaxin the outset to take advantage of computerization and simulatiofi 

and testing techniques to discover and losolve the major problems that in previous aircraft 

programs vould ha\^ gone undetected until ptx^toiypes werc built and flown. As problems-^ 

whether of the performance, production, or operational support variety — were discov^ered 

during the careful course of the B-2 pmgnim, solutions were developed and built into the 
production aircraft. 

As a result of this approach, most of the risk normally associated with a 
major aitemf, progntm has been sysremacicdly eliminated during the development pnsgrem 

Air Force and the industrial team know moie about the B-2 bomber than thev have knov 
about any new aircraft in history at this stage of development. 

Design changes, which in previous new aircraft were left to be accomplisbec 
compheated and expensive modifications on the production line mKi retrofits in the field, h, 
aintady been tneot^tated ,n the B.2 as a result of the 8.24 milestone-paced development pro 

^am^The changes have b»„ integmted into the B-2 design and verified. Production tooling 1 

been developed, built, and is now at work pixiducing B-2s. 

that built .be fit t’^' T ‘ooliB-i 

ciiat DUatit the first one. Five oi the firef civ r ^ n* i i * i 

assigned initiallv f-» fl' K i i • ^ aircraft that will 

assigned inittaJly to flight validation duties at Ffhv.tvl a- i- 
they will be deplojed .0 the Sir,, regie Air C . . I , ' 

rate initial production. °n’mam , AJd,[,„„a| opemtional aircraft are in lot 

Whiteman Air Fo^Bt. Mts'“ ”77'' I- *' 

Base. Mtssout,. w „h delivery of the ,i„. ^ 




















Northrop, as prime contractor, is responsible for overall system design and 
rntegration. There are approximately 14,000 Northrop men and women working on the B-2 
program throughout the company. Nationwide, the B-2 program is supported by tens of 
Aousands^f men and women at Boeing Advanced Systems Compan y in Seattle; LTV Aircraft 
Produ^ro^n DaUas; Hushes Ra dar Systems Group in El S egundo. California- .r th. 
General Electric Aircraft Engine~G ^Jn Cincinna ti. thr;;;;jor inrlo.rri.l participants in the 
program, and our suppliers and subcontractors in 46 states. 

As the B-2 bomber moved into initial production, the Air Force recently 
summarized the strategic urgency of the program; 


“The acquisition of the B-2 is based solidly on mffitary objectives ... to be able 

to iiold at risk a wide range of critical targets in the Soviet Union and thereby deter aggression 
against the U.S, and our allies. 

Increasingly sophisticated Soviet defenses threaten the viability of the 

penetrating bomber to do this in the next century and without the B-2 our deterrent 
posture will be seriously undermined.” 

The basic issue legating the B-2 is the pace at which the Air Force can take 

advantage of the intiestnient that has alteady gone into the ptogtam, and the extraoriinary 

resiilts of that investment. 


)nvc 


nul 



Nearly one-third of the program's total anticipated cost has already been 
y the Air Force. The lengthy ptogtam has been caieftiUy paced by the achievement of 
.es^s as each of many tKw technologies was explored, developed, proven, and integrated 

Ae w-ea^n system. IV pmduetion tooling reqoimd for the planned delivery schedule 

na:k ajlt^ady been developed and built. 


TV issue today, as Air Force Chief of Staff General Larry D. \SUch noted 

=-■. the ,™stme„t of Ae -remaiVng fmtds reqoimd to field the aircraft now that the 
uaxiiyrity of the development effort is successfully completed.” 

Only tecently has Northrop been able to descriV some of the pmgram's 
^Me manufacturing imtovations mtd efficiencies. Because Aey mpresent such advances 

„ to the aitet^t itself and certain manufacturing ptocesses mmain Cassi- ' 

ii- a matter of Government policy. 




The B-2 s complex structural design, its close tolerances for fabrication ami 
extensne use of Averse composite material, requited innovation, in manofac- 
■ ..o.og.« that, m mam. ways, Vve turned out to V as evolutionary as the B-2 itself 

- m Nonhln'T°d T “Pl- 

- ' - A ms &s and supporting commumca- 

-ton and efficiency test, io 'sties su^rrir 

« acH as engineetit., manufacturing, and^"; 7 ^ 

•oaped surface of the aircraft to the mats mxj Vlts needed to boUd i,.”"' 
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fixed-price contract.The Northrop -McDonnell l\>UK!a. team .s 
hill sL*iIe de\^elopment phase of the program against a team Uxl bv Uvkbml 


prime contractor^ Northrop is responsible tor the overall design aiui swivni 

m ^ 




n. and .Northrop and McDonnell Douglas share about equally in the wotkK'av! and i he 

“ 

of the program, Additionallyj most of Northrops plimnovi v'XjX'ndiuuv of 
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vO!ijpan\ -sponsored aircraft research and development in will Ix' apphcvl to 

^ ^ .V- Northrop last year invested $87 million in aircraft ix'scaivh an<i vk'vvU'pnictit 

prtixipaLiN for ;.he \T-23, 

^ lie aATF is a very high-priority program for both Northrop anvl Mv l\vmv;> 
iign the performance and details of the ATF remain classiiic*.L Nonhnu' 




« repOl ! 1^:21 the program is on schedule, with assembly of the pixMoi\ JX'^ well unvicr \\ a\ 



Fig&A^’ 

Nimr m its l2tJi war of praduction, the versatile Hornet is serving witli the I S Na\ \ auvi 
Marine Corps md wiih the armed forces of Australia, Canada, and Spain. The V A l^ puxvc.v 

tkav totah I,4"M Hornet shipsets, with 647 still to be dclivcRxi thunigh b''Nx 


it>o!^?iIr^-IOordewd b. K'lwait during 1988. Switzerland last year aimovtnced u wouUl ofvk'v 
f4 F A'l>s a toliou -on to the seven-year Swiss coproduction pixigram li>v NkM tlm'p V Vbc 
5'/. . 'ocreJ 72 in F^76 and, as that program drew to a succeNshilvonchisuin, rwnxKuvxl 

corcran in F^81. The last Swiss b'-5 was delivered in b^84 
A Northrop 17A-18 shipset consists ol the 26-fOiU long ccniet auv! ati tvov’lagv' 
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Operating margin in the first quarter of 1988 reflected a $12.7 million 
charge for the discontinued SLAT program and a S12. 1 miUion charge for the settlement 
with the Ciovernment regarding self-insurance costs deemed unaUowahle First quarter net 
income wa.s also degraded as a result of $19.7 million of nonrecurring interest costs. The 
effect of the change in accounting for income taxes is described on page 53. Second quar 
tci optiating niaigin included a $10 million margin reduction adjustment on the F-15 F(^ 
developmem contract, and reduced margins stemmingffom higher costs as well as lower 
.sales fur the MX Peacekeqier program. Net income for the second quarter also reflected 
$] 1.5 million in nonrecurring gains from the sale of Northrop Services, Inc. and half of the 
company’s investment in Fokker Aircraft Company. The operating loss in the fourth quar- 
ter includes provisions made on several long-term fixed-price research and development 
contracts of the MUVS and electronics industry segments. The major contract included in 
the MUVS segment is classified. In the course of its pursuit of an equitable settlement of 
various customer contractual issues the company concluded in February 1989 that it would 
probably sustain .$ 1 50 million in losses on these classified contracts, and therefore reflected 
such provision in its fourth quarter 1988 operating results. 

The company’s common stock is traded on the New York and Pacific 
Stock Exchanges (tratling symbol NOC). The approximate number of holders of record of 
the corporation’s common stock at January 31, 1990, was 14,328. 
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